~ntt
Sanitized Copy Approved for Releagss 3_(2_1 0/05/05 : CIA-RDP61-00763A000100130135-1
| DPD-3714-59

—-

b June 1959

SURTECT 31 Fimal Settlement Negotiations of Contract No. HF-1230
with The Firewel Company, Inec.

. : 1 9 Messrs. |
’_ﬂaﬂﬂ 1. on 27 My 1569 | the AP Site Aunditor and
r i B setbroment g&i:t?e
final cost & report and to plan final settle negotiastions
of Contract No. EP-1230 with The Firewel Company Inc., Buffalo, W. Y.

2, The Comtractor's final gost proposal Tor performance of
the redeterminable portion of Contract No. HF-1230, i.e. Schodules
1 snd 2, is $639,476, The contract target price and ceiling price
for Sehedules 1 and 2 ecmbined is $587,309 and $646,060, respectively.
The AF Auditor in his final veport guestioned 359,007.  See Advisory
Report on Price Redeterminntion Audit, TS5, dated 21 May 1959.

. On 28 ¥May 1959 the scheduled meeting was held at The Firewel
ﬂmng, Ino. Buffilﬂ?ﬁ?iw York to te Pinal settlement of the
contract. In attendance were Messrs, |

£ F > % F oy il

. contract in the amount of $245,113 had been approved and that the
E&m&ﬁ%ﬁ nsgotiate settlement with the subcontractor. Hr.
" |then pointed owt to the Contrmctor’s representatives the main
areas mder vhich cost had been gquestioned by the Auditor under the
prime contract, such as:

s. Direct Iabor which aould not be audited for 1956
and 1957 as the Contractor 4id not have adequate records
for these years and had used estimted amowrta.

¥. Manufscturing Purdan vhich the &mtmc:gbihad
pplied to purparted dirvact labor on an uURSUP le
;im‘b labor hour basis. Further, that costz ineluded
1n the Manufecturing Burden such as bonuses, general |
research, capital expenditures, entertainment and ingsurance
eould not be charged to Covernment contracts. {see BExhibit

B of Report A475)
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¢. Engineering Overhead vhich had beon established by
the Auditor by reclassification of sngineering overhead aceounts
from the geneval and adninistrative expense ypool., Im this way
a move realistic cost distribution was effected. In thias sccount,
labor and other expenses pertaining to gpmmersl research apd
developeent were disallowed as not pecessary in the foymance
of Government contracts, (See Exhibit C of Report T7Y)

4. Alloeation of GCeneral and Adainistrative expense on

_ the basis of sales. This method of allocation was objectionahie
and therefore Ceneral snd Administrative expense was cozbined
into one pool and allocated on the bagis of cost of ssles. Tiems
of General and Administrative expense clafmed by the Coutractor
such as aslling expense pertaining to Conbtractor's furmace division,
honhus payments to officers, entertaimment ineluded in travel
expense, domtions, expenses listed under Legsl and Professional
Expenses, aldvertising, and 1ife insurance were not recognized
as necessary for performance of Covermment contracts.

e, Other Costs and Profit - It wvas pointed out to the
Contractor that with respect to its subcontractor's costs
pertaining to the David Clark Ov., for performance of Schedule
1 of the contract a General and Adminiztrative expense and 2
profit allowance of 6% and 3¢ respectively, wers allowable in
aceordance with iis agreement of 3 February 1956 4n lieu of
normml GAA expense and 104 profit as inciuded in the Contractor's

gost proposal.
5. In response to the foregoing pointed.out that upon
Inception of the contract and for s Y two years thereafier his

crganization hed insdeguate records Yo record cost under the contract.

acknovledged the faot that he had received a letter from the

Contracting Officer dated 11 April 1956 inclosing Part 2 of Section XV,
Contract Cozt Prinsipals, Iyom the ANPR, for use as a guide in recording
costs wnder Contract No. HF-1230, sud that as a result of this letter
snd requests from Project persomnel he employed an accountant in mid 1950
at vhich time an accounting system, which he assumed would be adeguate,
was initiated. Wr. T [further pointed out that Project personnel
were avare of the fact that his organization 4t4 not have an approved
ascsounting system at the time the sombmact wag awarded, hovever, this
was considered by all concerned as secondary in view of the wrgency

for development and production of the contraet work.

6. ‘'The initial offer mede to The Firewel Company was $508,73%
and ves based on excluding for the Contractor's claim $89,007 representing
costs questioned by the Auditor and $32,836 representing aljustments
in GA Expense and Profit to the 6% and 3% applicable to the David Clark
Company's subcontraat.
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Te | [deelined this offer and pointed cut that with 25X1

mmwkmmmmmmmwﬁmmum

s 2004 and that maximm efforts vare exerted by him and his engineers
wmmm regquiremsnts. | stated that in view of 25X1
his lack of proper ascounting procedures during 1956 and 1557 that his
recoveries through overhead were iasufficient to cover costs properly
allovable to overhead. The Contractor concurred in its prior agreement
as %o the 6% and 3% bandling charge on the David Clark Company's sub-
contract and stated that the application of norml A snd 104 profit
was inoluded in hias proposal throngh error.

8. The Contrackor then ged that setbtlament be made in the
ares betveen 1ts olaim of $639, 2&2‘ and Contracting Officer's offer
of $508,700, or at $97%,000.

9. The Coutractor's proposal was not aceeptabdble; however,
gonsideration was given to the merits of ita labor claim and supporting
wmm Based on allowing the questioned labor cost and applying
approved GhA expense and s 10% profit factor thereto, an mwount of
$32,600 (approximtely) was added to the Contracting Officer's initial
proposal resulting in a vevised offer of $540,000.

10. The Contractor refused this offer and upon request from the
Contracting Officer to state the amount 1% would agcept as fair and
reasonable settlement of the contract, proposed the amount of $5060,000.
The cantractor requested that this mmt be gonsidered in collaboration
with the nepoitators and tephnieal perscmnel vho were aware of the
contract and of parformence thereunder fyom its inception. T war agreed
that negottations wuld be cencluded at this point end that further
congideration would be given the Comtractor's proposal of $560,000 as
reguested. The meebing was then adjourned.

25X1

of labor sapicyed on the contract and as to the maximm efforts extended

by the Contmector in the early phasss of the contract. | | 25X1
stated that without the outstanding cooperation and efforts of the

Contractor in developing and producing the contrsct items the Project

would n«mh&%&emwﬁml within the sohedules demanded by the

32, On 2 June 1959 the Conbractor's proposal was discussed with Mx,

o handled the initial negoitations with The Firewel Co, 25X1

and was awmre of the Contractor's outstanding technical performance of

the work during the oritieal stages of the Project. also 25X1
concurred in the Conbtractor's contentions as to exerting maximm
in the technical performonces of Contracet No. HF-1230.

13, In viev of the foregoing, it vas oincluded by the Contracting
Offiger that the Contyactor’s accounting records 414 not reflest the
sogllete and overall cost of performing the contract, therefore since
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. by ; ; t target
the Contractor's revised proposal is 327,309 belov the coucmct .
price of $587,309, and since the Contractor's outstanding teahnical

ePormance of tha contract work must be recognised, fimal settlement
of Sechedules 1 and 2 of Contract No. HP-1230 for the total sum of
$560,00 was considered by the Contraeting Officer to be fair and
reasonable.

25X1

25X1 |

DED-DD/E
Distr.
1-HF-1230 T&P
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